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Foreign Exchange Accounting 
Acceptance of Draft and Delivery of Documents 
IN the December issue of the B U L L E T I N 
the discussion of a dollar import letter 
of credit had reached the point where the 
draft covering the silk shipped from Japan 
had been received by the New York bank 
on which it was drawn. The accompany-
ing documents had been examined and 
found in order. The bank was therefore 
about to accept the draft. 
Acceptance is made in the usual way. 
The documents are retained by the For-
eign Department and a record is made in 
an acceptance register, showing date of 
acceptance, the number of the letter of 
credit under which the draft was drawn, 
the name of the customer for whose ac-
count the letter of credit was opened, the 
amount and maturity of the accepted draft. 
From the acceptance register, either 
through the medium of tickets or a jour-
nal, an entry is made charging "Unused 
Commercial Letters of Credit" and cred-
iting "Acceptances" in the general ledger. 
The purpose of this entry is to reflect the 
change from contingent liabilities under 
the letter of credit to actual liabilities under 
the acceptance. The actual liabilities are 
the obligation of the bank to the holder of 
the acceptance and the promise of the im-
porter to provide the banker with funds 
with which to pay the acceptance at least 
one day before it matures. The acceptance 
is, of course, recorded in the letter of 
credit record and the amount of the accept-
ance is deducted from the balance of the 
letter of credit under which it was drawn, 
leaving an amount still available for drafts 
which may be drawn later. In the letter 
of credit record there is also recorded a 
complete enumeration of the shipping 
documents received and a description by 
quantities, marks and numbers of the mer-
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chandise received. The acceptance is re-
corded in the liability records and in a 
tickler under its maturity date. 
The negotiable documents now in the 
hands of the bank are security for the pay-
ment of the acceptance by the importer 
ninety days or four months hence. How-
ever, the merchandise was shipped from 
Japan about the time the draft was mailed 
and should reach an Atlantic port by 
steamer or silk train within from a few 
days to a month after the draft. Customs 
entry must be promptly made by the im-
porter or heavy fines will be levied against 
the merchandise by the government. In 
order to make the customs entry, the im-
porter needs to use the consular invoice 
and a copy of the bill of lading. If the 
banker turns these documents over to the 
importer he surrenders his security. Some 
scheme must therefore be devised whereby 
the bank's security is protected and the im-
porter enabled to enter the goods. The 
bank might make the entry for his cus-
tomer, the importer; banks however prefer 
not to be burdened with this responsibility. 
The importer usually is able to have the 
entry made more quickly and reasonably 
through his own customs broker. 
If the importer is such a good credit risk 
that the bank would loan to him on his un-
secured note, it would deliver the docu-
ments to him relying on his unsecured 
promise to pay the acceptance. More 
often, the documents are delivered to 
the importer on trust receipt, under the 
terms of which the importer is allowed 
to have possession of the goods, make 
the entry at the Customs House, manu-
facture, and sell them. At all times, 
however, title remains in the bank, the 
importer holding the goods in trust for 
the bank. It is when the importer becomes 
insolvent that the bank seeks to enforce its 
rights under the trust receipt by taking the 
goods back into its possession, regardless 
of other creditors. Under such circum-
stances the bank is able to seize the goods 
only if it can identify them by means of the 
description in the trust receipt. This de-
scription should therefore be complete and 
accurate. It should show the quantities, 
quality, and all marks and numbers on the 
boxes, hales, etc. It should state the name 
of the shipper abroad and the name of the 
vessel in which shipment was made. The 
bank should make sure that cost records 
are so kept by the importer that the raw 
material can be traced to goods in process 
and later into finished goods. Under the 
terms of the trust receipt these are the 
property of the bank until the acceptance 
is paid. Later, when the finished goods; 
are sold, the accounts receivable should be 
marked as belonging to the bank; and as 
these accounts are paid the proceeds should 
be turned over to the bank to be applied 
against the acceptance. It is true that it is 
not the custom with banks to follow the 
goods so closely, but this procedure is 
necessary if the security is to be kept intact. 
If funds to meet the acceptance are not 
placed in the hands of the bank within 
about ten days prior to the maturity of the 
acceptance, a bill is sent to the importer 
requesting payment at least one day before 
the acceptance matures. 
When the cash is received an entry is 
passed through the books charging "Cash" 
and crediting "Customers Liability on Ac-
ceptances" and the acceptance is marked 
off the liability record. When the accept-
ance is paid by the bank the account "Ac-
ceptances" is charged and "Cash" is credit-
ed. These entries reflect the cancelling of 
the actual liability of the importer to the 
bank and of the bank to the holder of the 
acceptance. The acceptance is then marked 
paid in the letter of credit record. 
Several drafts are usually drawn against 
the same letter of credit, gradually reducing 
the balance. It may be noted that the im-
porter has to open the credit for an 
amount larger than is necessary to cover 
the exact cost of shipment because there 
are often variations in the price, quantity 
shipped, cost of freight and insurance. 
Therefore, after all drafts have been ap-
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plied against the letter of credit, the im-
porter should notify the bank and request 
that the letter of credit be closed. This 
may be done by a bookkeeping entry 
charging "Letter of Credit" and crediting 
"Customers Liability under Letters of 
Credit." 
There are several reasons why these 
balances should always be cancelled. First, 
because they are a part of the line of ac-
commodation granted to the importer; 
second, because there is the chance that an 
old sheet from the letter of credit record 
representing a small balance will be filed 
away, making it impossible to prove the 
letter of credit record at a later date. 
The correctness of the letter of credit 
record and of the liability records should 
be tested at least once each month. The 
letter of credit record book may be tested 
by taking off a list of the unused balances 
and of the unmatured acceptances, the 
totals of which should equal the balances 
in the controlling accounts "Letter of 
Credit" and "Acceptances." Lists taken in 
the same way from the liability record 
should agree with the balances of the same 
controlling accounts. 
 
work. 
